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Figure 4: Effect of Financial Innovation on Market Participation.  The cross-
sectional loading distribution is log-normal: ln(ϕ) ~ (0,  σ2).  The solid curve
corresponds to σ = 0.8, and the dashed curve to σ = 1.  Τhe other parameters of the
economy are: γ =  = 1, κ = 1 and β = 1.
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Figure 5: Calibration of a Two-Factor Economy.  Individual labor income is
exposed to an aggregate shock ε1 and an idiosyncratic risk ε2.  The aggregate shock is
partially insurable (α1 = 0.5).  The idiosyncratic risk is uncorrelated to the existing
asset when α2 = 0 and is fully insurable when α2 = 1.  The other calibration parameters
are β = 0.96, γ = 10,  = 0.5, κ = 0.8%, σ1 = 4% and σ2 = 10%.
Completeness Index Completeness Index
Completeness Index Completeness IndexFigure 6b: Differential Effects of Financial Innovation.  The cross-sectional loading density
is the product: f(ϕ1, ϕ2) = g(ϕ1) g(ϕ2), where the function g is the density of a log-normal
variable Z: lnZ ~ (-3.5, 1).  The other parameters of the economy are: α1 =  0.2, γ = 10,  =
0.5, β = 0.96 and κ = 0.8%.
Figure 6a: Effect of an Increase in α2 on the Set of Participants.
ϕ1
ϕ2
p .
p
new .
new entry
new entry
Completeness Index
0.2 0.4 0.6 0.8 1
2 5
6
7
MarketPremium %
 Asset 2
Asset 1Figure C1: Geometry of the Participation Sets
ϕ1
ϕ p(R)
-
H
x y
ϕ p(R- ) +
c